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AFGHANISTAN
Fragile Economic Situation

Afghanistan's economy remains fragile, characterised by tentative signs of
stabilisation overshadowed by systemic vulnerabilities. Despite a modest GDP
growth of 2.7% in 2023/24, the recovery has recouped only 10% of the economic
losses sustained since 2021, underscoring the precarious nature of progress.!

The World Bank's January 2025 report on Afghanistan revealed that
Afghanistan's trade deficit surged by 54% in 2024, reaching $9 billion, which
represents 45% of the country’'s GDP. The report attributes this decline to a 5%
drop in exports, totalling $1.8 billion, primarily due to a reduction in coal and
textile exports.?

Fragile trade relations with Pakistan have pushed Afghanistan to diversify its
export markets, with Iran, Kazakhstan, and Uzbekistan each contributing
around 3% of total exports. However, Pakistan remains the largest export
destination, accounting for 45%, followed by India at 34%. Afghanistan's export
base remains heavily dependent on food and coal, which made up 6% of total
exports in 2024.3

The Afghani faced sustained depreciation through 2024, losing 12% of its value
against the U.S. dollar between November 2024 and January 2025. This decline
followed the Central Bank's suspension of dollar auctions from September to
December 2024, which exacerbated liquidity shortages and import
dependency.*

According to the Global Multidimensional Poverty Index 2024, approximately
64.9% of Afghans were living in multidimensional poverty, with children
constituting nearly 59% of this impoverished population. Across the 34
provinces of Afghanistan, poverty ranges from 27.9% in Kabul to a distressing
91.1% in Zabul, and in 7 provinces, over 87.5% of people are poor.>

The World Bank notes, “Afghanistan’s economic outlook remains highly fragile
with a very limited revenue base. The country’'s high trade deficit, dependence
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on imports, and shrinking fiscal space present formidable challenges to
sustainable recovery, and key sectors such as agriculture remain vulnerable to
the effects of climate change, insecurity and a lack of investment, further
complicating the recovery process."®

Terrorism in Afghanistan

On February 6, the United Nations Security Council released the 35" report of
Analytical Support and Sanctions Monitoring Team on the Islamic State and Al-
Qaida.” The report notes that the terrorist groups operating in Afghanistan pose
a serious challenge to the stability of the country, as well as to the security of
Central Asian and other neighbouring states.

The strength of the Islamic State in Afghanistan is estimated at between 2,000
and 3,500 fighters, and the group represents the most serious threat within
Afghanistan. The Islamic State continues to build its capabilities to threaten
Central Asian countries from northern Afghanistan. The group is consolidating
its support base while seeking to capitalise on the growing dissatisfaction
among ethnic Tajiks against Taliban rule in northern provinces. In Helmand
and Kandahar Provinces, farmers affected by the poppy cultivation ban are
reportedly providing shelter for Islamic State fighters.

The report states that the Islamic State has been unable to mount large-scale
attacks in India. However, its handlers have tried to incite lone-actor attacks
through India-based supporters. The Islamic State's Al-Jauhar Media continues
to spread anti-India propaganda through its publication Serat ul-Hagq.

The Taliban has maintained a permissive environment, allowing Al-Qaida to
consolidate, with the presence of safe houses and training camps scattered
across Afghanistan. Low-profile members reside with their families under the
protection of the Taliban intelligence service in Kabul neighbourhoods, while
senior leaders are in rural areas outside Kabul. The group is strengthening
cooperation with regional terrorist organisations like the Tehreek-e-Taliban
Pakistan (TTP), Islamic Movement of Uzbekistan, Eastern Turkistan Islamic
Movement and Jamaat Ansarullah to expand its presence in neighbouring
countries.

The TTP remains the largest terror group in Afghanistan, with an estimated
strength of more than 6000 fighters who have stepped up the scale and
intensity of attacks in Pakistan. The Taliban continued to provide TTP with
logistical support, operational space and financial assistance.
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There is increased collaboration between TTP, the Afghan Taliban and Al-Qaida
conducting attacks under the banner of Tehrik-e Jihad Pakistan. Greater
facilitation among these groups could transform the TTP into an extra-regional
threat and an umbrella organisation for other terrorist groups operating in the
area.

During a meeting on February 8, Imangali Tasmagambetov, Secretary-General
of the Collective Security Treaty Organization (CSTO), identified Afghanistan as
a major source of potential terrorist and drug trafficking threats to Central Asia.
He highlighted the CSTO's decision to strengthen the Tajikistan-Afghanistan
border in response to the risk of terrorism spreading from Afghanistan to the
region.®

PAKISTAN
President Zardari's Visit to China

Pakistani President Asif Ali Zardari paid a state visit to China from February 4 to
8 and held talks with Chinese President Xi Jinping, Premier Li Qiang, and other
top officials. The joint statement issued after the meetings stated that
discussions focused on “China-Pakistan All-Weather Strategic Cooperative
Partnership” that transcends geopolitical interests and is an important positive
factor for regional peace, stability and development.®

The Pakistani side reaffirmed its firm commitment to the one-China principle
and stated that it supports all efforts made by China to achieve national
reunification and resolutely opposes all forms of “Taiwan independence.”
Pakistan will also firmly support China on issues related to Xinjiang, Xizang,
Hong Kong and the South China Sea.

The attacks on Chinese workers in Pakistan and the China-Pakistan Economic
Corridor also came up for discussion. While Pakistan promised to enhance
security for Chinese nationals, the two countries committed to creating an
upgraded version of the CPEC.

The CPEC is a flagship project of China's Belt and Road Initiative (BRI), launched
in 2015. It is aimed at enhancing connectivity and infrastructure development
in Pakistan while providing China with direct access to the Arabian Sea. While
the CPEC has brought some benefits in areas such as energy, transport, trade,
industrialisation, and employment, it has yet to realise its potential.

Gwadar, often described as the crown jewel of the CPEC, exemplifies the
shortcomings of the CPEC. In 2013, the operation of the Gwadar Port was
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handed over to a Chinese company, the China Overseas Ports Holding
Company, for a duration of 43 years. Despite being fully operational, inadequate
infrastructure, lack of connectivity, unreliable power supply, and security
concerns have ensured that Gwadar is the least utilised port in Pakistan. In its
best year in 2020, it logged 22 ships.1®

There is a similar issue with the New Gwadar International Airport (NGIA). Built
with a $246 million Chinese grant, NGIA spans 4300 acres, making it the
country's largest airport by area. However, only three flights a week operate
from NGIA, making it commercially unviable.!

Political Developments

After talks were called off between the Pakistan Tehreek-e-Insaf (PTI) and the
government last month, PTI chief Imran Khan, who is imprisoned in Adiala
Jail, has resorted to writing open letters to the Pakistan Army chief. The first
letter, posted on X on February 3, praised the sacrifices rendered by the armed
forces but also pointed out that there is a growing distance between the military
and the public. He has also criticised the military’'s alleged role in politics,
urging it “to return to its constitutional limits."*?

In the second letter posted on February 9, Imran highlighted his position as
both the former prime minister and the leader of Pakistan's most popular
political party, which he claims is currently being targeted. He also stated, "It is
essential for the stability and security of the country that the gap between the
army and the people be reduced, and there is only one way to reduce this
growing gap, and that is for the army to return to its constitutional boundaries,
separate itself from politics and fulfil its assigned responsibilities.”3

On February 13, the contents of a third open letter were shared on Imran Khan's
X account. In this, he accused Inter-Services Public Relations of building a false
narrative and "bringing the armed forces into disrepute”. He criticised the Army
for interfering in politics and said that everyone knows that the army chief
effectively runs the country.'#

While responding to Imran Khan's attempt to engage with the military, Army
Chief General Asim Munir indicated that he would not respond to any such
correspondence but would rather forward it to the prime minister.'

Government-Judiciary Tensions

Pakistan's judicial appointments have become a battleground between the
government and the judiciary following the passage of the 26th Constitutional
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Amendment in October 2024. The Amendment restructured the Judicial
Commission of Pakistan (JCP) and gave Parliament a greater role in appointing
Supreme Court judges, triggering a major political and legal controversy.

The government justified the move as a way to democratise judicial
appointments and improve efficiency, but critics saw it as an attack on judicial
independence. The 26" Amendment faces legal challenges in the Supreme
Court, with multiple petitions arguing that it violated the separation of powers
and compromised judicial autonomy. A constitutional bench is currently
reviewing the Amendment's validity.

In February, four senior Supreme Court judges—Justice Mansoor Ali Shah,
Justice Munib Akhtar, Justice Athar Minallah, and Justice Ayesha Malik—
publicly urged Chief Justice of Pakistan, Yahya Afridi, to postpone the
appointment of eight new judges until the court rules on the 26" Amendment.
They warned that appointing new judges under a disputed system could
“further imperil and erode the public trust and confidence reposed in the
institution."?®

Despite these concerns, the JCP proceeded with its selection process,
appointing six new Supreme Court judges on February 11. This prompted a
backlash, with PTI lawmakers boycotting the JCP meeting and two senior
Supreme Court judges refusing to participate. Akhtar Hussain, a senior
advocate representing the Pakistan Bar Council in the JCP, resigned in protest,
citing concerns over controversies surrounding the selection process.'”

Adding to the controversy, On February 2, the government transferred three
judges from provincial high courts to the Islamabad High Court (IHC), altering
the court’'s seniority rankings. This move placed Justice Sarfraz Dogar above
other THC judges, making him eligible for Supreme Court elevation and
ultimately leading to his appointment as Acting Chief Justice of the IHC.18
Critics argue that these transfers were politically motivated, particularly given
the pending high-profile cases involving PTI leader Imran Khan.

The government's efforts to reshape Pakistan's judiciary have profound
implications for judicial independence and constitutional governance. The
targeting of the IHC is particularly significant given its geographical and
jurisdictional proximity to the federal government in Islamabad. With rising
judicial dissent and legal uncertainty, Pakistan's judiciary remains at the centre
of a growing power struggle between the executive and the courts.
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Security Situation

The security situation in Baluchistan and Khyber Pakhtunkhwa continues to
spiral downward. On February 1, in a series of operations, 23 terrorists and 22
security personnel were killed in these provinces. On February 14, 12 coal
miners were Killed, and six others were injured when a roadside bomb hit a
pickup truck carrying coal mine workers in Balochistan’'s Harnai area.?°

On February 19, armed gunmen boarded a bus in the Barkhan district of
Balochistan, separated seven passengers from Punjab province and shot them
dead. Baloch Liberation Army (BLA) claimed responsibility for the attack, saying
they had targeted "the Pakistani army and its intelligence agencies."?

On February 28, a suicide blast ripped through the Darul Uloom Haqggania
seminary in Khyber Pakhtunkhwa's Nowshera district, killing at least six people,
including Jamiat Ulema-e-Islam-Sami leader Maulana Hamidul Haq Haggani.
Often dubbed a ‘Jihad University’ by the Western media, the Darul Uloom
Hagqani counts key Taliban figures like Jalaluddin Haggani and his sons
among its alumni. The Taliban blamed the Islamic State for the attack.??

Meanwhile, the situation in the Kurram district of Khyber Pakhtunkhwa,
stemming from sectarian tensions between Shiite and Sunni communities,
remained tense. The government's attempts to deliver humanitarian aid to the
region are hampered by frequent attacks on convoys transporting food and
medical supplies. On February 17, nine persons, including five security
personnel, were Killed when a convoy of trucks carrying food supplies to
Parachinar was attacked and looted.?*

DEVELOPMENTS ON THE INDIA-CHINA LINE OF ACTUAL
CONTROL (LAC)

Situation at the LAC

After the October 2024 agreement on patrolling arrangements in Eastern
Ladakh between India and China, the situation at the LAC is stable, though both
sides maintain a heightened military posture.

At a media briefing on February 27, Chinese Defence Ministry spokesperson,
Senior Colonel Wu Qian, stated, "At present, the Chinese and Indian militaries
are implementing the resolutions related to the border areas comprehensively
and effectively." He affirmed China's readiness to “jointly preserve peace and
tranquillity” along the LAC.?* The Indian Ministry of External Affairs sources
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have also confirmed that the joint effort to implement the de-escalation plan is
proceeding as scheduled.

On February 21, External Affairs Minister Dr S Jaishankar met his Chinese
counterpart Wang Yi on the sidelines of the G20 Foreign Ministers' meeting in
Johannesburg, South Africa. Indian spokesperson Randhir Jaiswal said that the
issues that figured during the meeting were the management of peace and
tranquillity in the border areas, resumption of the Kailash Mansarovar Yatra,
trans-border rivers, flight connectivity and travel facilitation.?>

The Chinese Ministry of Foreign Affairs official statement said, "Exchanges at
all levels between the two countries have resumed in an orderly manner, while
the special representatives on the boundary question have reached common
understandings on properly handling specific differences." The statement
added, "India stands ready to work with China to speed up the resumption of
cooperation mechanisms, enhance people-to-people and cultural exchanges,
facilitate personnel travels, and jointly safeguard peace and tranquillity in the
border areas."?®

Despite the diplomatic engagements, both sides continue to enhance their
military readiness along the LAC. Indian defence sources have confirmed that
the People’s Liberation Army (PLA) is actively building new roads, bridges, and
militarised villages near the LAC to improve logistics and troop mobility.?” There
is similar activity on the Indian side.

BANGLADESH
Six Months of the Interim Government

In February, the interim government in Bangladesh completed six months in
office. While the appointment of Muhammad Yunus after the ouster of Sheikh
Hasina was widely welcomed across the country, the interim government is
struggling to deal with a host of issues, including the economy, law and order,
minority persecution, and legitimacy.

A recent report by the Dhaka-based Centre for Policy Dialogue has pointed out
that the economic measures taken by the government are yet to deliver
substantive changes to provide relief to people's lives and businesses.?® Foreign
direct investment dropped to a six-year low in the July-September quarter of
FY25, reaching only $104.33 million, a 71% decline from FY24. Net equity
investment fell by 46% to $76.79 million, while reinvested earnings dropped by
73% to $72.9 million.??

India Strategic Review | Vol. VI, Issue 2| 7



A
India Strategic Review | February 2025 } [ Delhi Policy Group
/% Adh e a

vancing India's Rise as a Leading Power

In December 2024, the International Monetary Fund said that real GDP growth
is projected to slow to 3.8% in FY25 but is expected to rebound to 6.7% in FY26.
Inflation is anticipated to remain around 11% in FY25 before declining to 5% in
FY26. However, the outlook remains highly uncertain, with risks skewed to the
downside.3?

The government has struggled to control law and order. On February 8, the
government launched “Operation Devil Hunt" to curb nationwide incidents of
mob attacks and vandalism. However, most of those arrested are supporters of
the Awami League, which the government has systematically targeted.3! The
government banned the Chhatra League, the Awami League's student wing, but
has notacted against other student and political groups accused of involvement
in violence.

The government has also failed to provide adequate protection to the minority
Hindu community. On January 30, the Bangladesh Hindu Buddhist Christian
Unity Council said the government is using state institutions to suppress
minority groups. The council said 2,010 incidents of communal violence took
place across the country between August 4 and 20 last year, followed by 174 new
incidents of communal violence till the end of December.3?

The interim government's approach to Islamic extremism has raised significant
concerns among security analysts and civil society organisations. The
government has revoked a ban on the country's largest Islamist party, Jamaat-
e-Islami. Jashimuddin Rahmani, the leader of the banned Islamist militant
group Ansarullah Bangladesh (ABT) - now known as Ansar al Islam - was
released in August after a court granted him bail.

There is a rise in incidents involving religious extremism. In February, three
women's football matches were cancelled after objections by hardline religious
groups. On February 10, a group of madrasa students vandalised a stall at the
Amar Ekushey Book Fair in Dhaka over the display of a book written by exiled
author Taslima Nasreen, who is accused of blasphemous writings. Sufi Muslims
have experienced increased attacks on their places of worship, with at least a
hundred shrines damaged in the last six months.33

The Bangladesh Army and the Bangladesh Nationalist Party (BNP) were firmly
behind the interim government in the initial stages, but tensions are emerging.
The BNP has been advocating for early elections, preferably by August 2025.
However, the interim government has suggested a timeline extending to
December 2025 or mid-2026, leading to BNP's frustration over the perceived
hijacking of the political process. The announcement of a new political party
led by former student activists has introduced additional complexity. The BNP
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perceives this development as a potential threat to its political influence and is
concerned about the interim government's support for such groups.3*

On February 25, Bangladesh's Chief of Army Staff, General Waker-Uz-Zaman,
warned against internal divisions in the country. Without naming any group,
he said, "If you can't move beyond your differences and continue meddling and
fighting among yourselves, the independence and integrity of the country will
be at risk."*®

In the six months of its rule, the interim government has initiated several reform
commissions targeting electoral processes, public administration, and anti-
corruption measures. However, its record in tackling the economy, law and
order, and minority protection is weak. There are also concerns about rising
religious extremism and delays in holding elections.

India-Bangladesh Ties

On February 5, a massive mob demolished the home of Sheikh Mujibur
Rahman, the founding father of Bangladesh, even as Sheikh Hasina, the
deposed Prime Minister, was delivering an online speech to her supporters. The
attacks spread to at least 19 other cities across the country, mainly targeting
Awami League offices.3¢

In a statement to the media, the interim government called the vandalism at the
house “regrettable” but attributed it to “public outrage” over Hasina's speech
from India. Bangladesh summoned acting Indian high commissioner Pawan

Badhe to lodge a formal protest noting that Hasina's "hostile statements weren't
conducive to fostering healthy Dhaka-Delhi ties."%”

In a response to the demolition, Randhir Jaiswal, spokesperson for the Ministry
of External Affairs, said, "All those who value the freedom struggle that nurtured
Bangla identity and pride are aware of the importance of this residence for the
national consciousness of Bangladesh. This act of vandalism should be strongly
condemned."%8

On February 16, Indian External Affairs Minister Dr Jaishankar and Bangladesh's
Foreign Affairs Adviser Md. Touhid Hossain met on the sidelines of the 8th
Indian Ocean Conference in Muscat, Oman. Bangladesh's foreign ministry said
in a statement that "Both sides recognised the challenges the two neighbours
are facing in terms of bilateral relations and discussed the necessity to work
together to address those."*?
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Hossain also raised the issue of initiating discussions for renewing the Ganges
Water Treaty and requested the Indian government to consider the need to hold
a meeting of the standing committee of the South Asian Association for
Regional Cooperation. Dr Jaishankar conveyed that it is important for
Bangladesh not to normalise terrorism.4°

The 55th Director General Level Border Coordination Conference between
India's Border Security Force and Bangladesh's Border Guard Bangladesh was
held in New Delhi from February 17 to 20. Both sides have agreed to take
concrete measures to eliminate border killings, strengthen security, and
enhance cooperation on cross-border issues.*! The meeting occurred in the
backdrop of recent tensions over the issue of border fencing, which led to
violent clashes between civilians of both sides in January.

Despite these bilateral meetings, strains persist in India-Bangladesh ties. Dr
Jaishankar has stated that if the “interim government continue to blame India
for all their issues, some of which are completely baseless, it creates a
conflicting message.” He also reiterated that attacks on minorities in
Bangladesh "affects our perspective, and we have voiced our concerns on the
matter."4?

Responding to Dr Jaishankar's remarks, Hossain said that Haisna's comments
while staying in India are fueling tensions. He added that “Bangladesh'’s
minorities are Bangladesh's issue, just as how India treats its minorities is
India’s concern."#3

It is clear that in the short run, India-Bangladesh ties are likely to remain tense
and unpredictable, primarily due to rising anti-India rhetoric, often tacitly
encouraged by the ruling establishment.

SRI LANKA
Budget 2025

Sri Lanka's 2025 budget, presented by President Anura Kumara Dissanayake on
February 17, outlines an ambitious economic recovery plan while attempting to
maintain fiscal discipline under International Monetary Fund (IMF) guidelines.
With total spending of $24.46 billion, the budget prioritises public sector wages,
debt servicing, infrastructure, and social welfare, while targeting a primary
surplus of 2.3% of GDP to meet IMF debt restructuring commitments. The
budget deficit is projected at 6.7% of GDP, falling short of the 5.2% target required
by the (IMF).44
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The largest budgetary items include $10.03 billion for interest payments (41% of
total spending), $4.18 billion for public sector wages, and $791 million for social
welfare under the expanded Aswesuma program, benefiting 1.2 million low-
income households. Education receives $922 million, while healthcare sees a
boost to $2.05 billion. Infrastructure spending rises significantly, with $4.47
billion allocated for capital projects, including roads, digital economy
initiatives, and energy investments.

Defence remains a major expense at $1.5 billion, outpacing education and
raising concerns over resource allocation amid fiscal challenges. The increase
in defence expenditure contrasts sharply with a reduction in social welfare
funding, spurring criticism about the government’s priorities.*3

The government aims to boost revenue by raising tax collection to 15.1% of GDP
(up from 11.4% in 2023). Capital Gains Tax rises to 15% for individuals and 30%
for companies. VAT remains at 15%, but its scope expands to digital services.
High excise duties on alcohol, tobacco, and gambling have been imposed to
increase revenue, while vehicle import taxes remain steep despite lifting a
three-year import ban.

Sri Lanka's massive debt burden remains a challenge, with $15.48 billion
allocated for debt servicing in 2025. The government relies on domestic
borrowing to fund the fiscal deficit of $7.48 billion while external debt
restructuring continues. The IMF requires strict adherence to fiscal discipline,
and Sri Lanka's IMF-backed Extended Fund Facility (EFF) program remains a key
anchor for debt sustainability. However, interest payments still consume 59% of
government revenue, leaving little room for development spending.

The government projects 5% GDP growth in 2025, though World Bank forecasts
a more conservative 3.5%.4¢ Risks include inflationary pressures from public
sector wage hikes, a fragile external sector, and the challenge of sustaining fiscal
consolidation while funding social programs. The success of the budget
depends on efficient tax collection, avoiding spending overruns, and
maintaining IMF compliance.

Fitch Ratings stated that the Sri Lankan Government's budget highlights the
authorities’ commitment to raising fiscal revenues as a share of GDP, an
approach that, if successful, would alleviate a long-standing weakness in the
sovereign's credit profile. Nonetheless, risks to the fiscal outlook remain
significant and plans to slow the pace of fiscal consolidation could weigh on
prospects for debt reduction over the medium term.*’
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Sri Lanka's 2025 budget builds on previous stabilisation efforts while cautiously
increasing growth-focused spending. The key challenge is balancing revenue
generation, IMF obligations, and economic recovery without overspending or
derailing fiscal discipline. Execution and political stability will determine the
success of these reforms in restoring long-term economic sustainability.

BHUTAN
India-Bhutan Ties

The month of February witnessed a series of significant high-level visits from
Bhutan to India, including those of King Jigme Khesar Namgyel Wangchuck,
Prime Minister Dasho Tshering Tobgay, and Lieutenant General Batoo
Tshering, Chief Operations Officer of the Royal Bhutan Army.

At the invitation of Prime Minister Modi, King Jigme Khesar Namgyel
Wangchuck paid a special visit to India to attend the Maha Kumbh Mela and
took a dip at the Triveni Sangam on February 4.8 Prime Minister Dasho
Tshering Tobgay paid an official visit to India from 20-21 February 2025 to
participate in the inaugural Leadership Conclave of the School of Ultimate
Leadership.#

An official visit to India was undertaken by Lieutenant General Tshering, Chief
Operations Officer of the Royal Bhutanese Army, from February 1 to 5. During
his visit, meetings were held with the Defence Minister, National Security
Advisor, Chief of Defence Staff, and Chief of Army Staff. Defence Minister
Rajnath Singh reaffirmed India's readiness to support Bhutan in capability
enhancement for defence preparedness, including provisioning of defence
equipment and assets to augment capacities of Bhutan, as per its national
priorities and in line with India's 'Neighbourhood First' policy.3°

The visits come against the backdrop of the ongoing China-Bhutan boundary
talks, with China mounting pressure on Bhutan to accept its claims in the
Doklam area located at the tri-junction of India, Bhutan, and China. This area
is of strategic importance to India as its occupation by China permits it to target
the Siliguri Corridor, a narrow sliver of land linking India’s north-eastern states
with the rest of the country.

To enforce its claims, China has been constructing villages in territory that is
traditionally considered to be a part of Bhutan. Since 2016, 22 villages have been
constructed by China, resulting in the illegal occupation of approximately 825
sq km of Bhutanese territory. Eight of these villages are located in Western

Bhutan near Doklam.>!
* %%
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